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Abstract 
 
This dissertation was written as part of the MSc in International 
Accounting, Auditing and Financial Management at the International Hellenic 
University.  
 
This analysis performed in order to examines the determinants of bank 
profitability in the UK for the time period 2007 to 2018. For the 
aforementioned reason a set of internal (bank-specific) and external 
macroeconomic factors are employed. Moreover, this study encompasses a 
balanced panel data of 32 commercial UK banks, in order to perform the 
investigation. The models are structured having as measurement of 
profitability the variables of Return on Average Assets (ROAA), Return on 
Average Equity (ROAE) and Net Interest Margin (NIM) respectively. 
 
The results indicate that bank profitability is not only affected by 
internal/bank specific factors, but also by macroeconomic indicators. In 
general it could be assumed that the the results of the research are in line with 
those expected, as well as with the prior literture review on the topic of the 
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1. Introduction 
The banking sector was always deemed to be one of the most vital 
sectors for the economy in order to be functional. In all economic systems, 
banks have the leading role in planning and implementing financial policies. 
During the last decades it is observed that the banking system constantly 
increasing its role in each country’s economy. Thus, the banks play an 
important role in the creation of new capital in a country and accordingly 
enhance the growth process. 
 
There is no doubt that the global financial crisis represented a 
substantial blow to the global economy, leading to wide-ranging and long 
lasting consequences. The first phase is clearly represented by the collapse of 
the US subprime mortgage market, and this was followed by the second stage 
in which is presented that not only mortgage companies but also investment 
and universal banks are affected. The third stage was a credit crunch leading to 
a liquidity crisis and finally the subsequent phases were first a commodity price 
bubble and then the demise of investment banking in the US as Lehman 
Brothers filed for bankruptcy protection (Orlowski, 2008). 
 
The bankruptcy of Lehman Brothers on September 15, 2008 led the 
global crisis that started about a year earlier to face a new stage of 
acceleration. Lehman Brothers was the fourth largest investment bank in the 
US at the time of filing bankruptcy, and its collapse was the largest failure in 
the US history. The effects of Lehman’s collapse were not limited to the US 
economy. It immediately triggered sudden and large disturbances in the 
financial markets of foreign economies, including both advanced and emerging 
economies. The 2008 financial crisis is the worst economic disaster since 
the Great Depression of 1929. The Euro-area experienced a sovereign debt 
crisis starting in Greece, in May 2010, moving to Ireland at the end of 
November 2010, and eventually to the other members of the so-called PIIGS 
group (including Portugal, Ireland, Italy, Greece and Spain). 
 
It is well clarified now that the financial institutions bear a tremendous 
role not only in the performance of the country’s economy in which they 
operate but into the global economy as well. Thus, it is of great importance to 
investigate further the determinants that affect the performance of banks. This 
thesis will be focused in the UK commercial banking sector since it is the 
greatest banking sector in Europe and in the top three worldwide after the 
China and the US, based on the tier 1 capital1. 
 
There are numerous of studies concerning the determinants of bank 
profitability. Previous researchers such as Kosmidou (2006), Kosmidou, Tanna 
and Pasiouras (2008), Hoffman (2010) and many others, try to obtain a clear 
                                                     
1 Tier 1 capital is used to describe the capital adequacy of a bank and refers to core 
capital that includes equity capital and disclosed reserves. 
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view on the possible ways that banks can create sustainable profitability. 
Profitability enables the management banking in order to takes decisions 
about making the institutions more viable and secured against unexpected 
losses. Profits are the first line of defense against losses from credit 
impairment. Retained earnings are an important source of capital, enabling 
banks to build strong buffers to absorb additional losses. In addition, financial 
institutions want to preserve and create wealth which should be higher than 
costs of equity. In order to do so, as many studies indicated such as Kumbirai 
and Webb (2010) and Alper and Anbar (2011), banks have to enhance or 
upgrade their position in the fields of earnings, leverage, efficiency and risk-
taking which are the main key drivers of bank performance. Furthermore, the 
banking sector faces some other challenges like the recent financial crisis 
which escalates the difficulty of remain profitable.  
 
The aim of this thesis is to investigate further into the bank profitability 
determinants on the UK and how they have been performed during the period 
2007 to 2018.  More specifically, this analysis utilizes the most significant 
internal (bank-specific) and external determinants, namely the risk 
management, the capital adequacy, the size of the bank, measures of liquidity 
and efficiency as well as  macroeconomic factors such as the gross domestic 
product per capital growth, the long-term interest rates and the rate of 
inflation. 
 
Moreover this thesis will incorporate the Return on Average Equity 
(ROAE) and the Return on Average Assets (ROAA) as well as the Net Interest 
Margin (NIM) in order to evaluate bank profitability. These financial ratios are 
extremely popular among management executives and are commonly used in 
special reports addressed to business analysts and investors. ROAE is derived 
by dividing after tax profit or loss to average equity. It divulges the yield on 
shareholders’ funds. On the other hand, ROAA is derived by dividing after tax 
profit or loss to average total assets value. This metric divulges the yield 
accomplished for all investors (equity and external borrowers). Finally, NIM is 
expressed as the percentage of net interest income over the total earning 
assets, showing the profitability of the bank’s interest-earning business.  All 
metrics use average figures for either equity or assets in an effort to obtain 
more accurate results, in contradiction to absolute end of year values. Also 
there will be an econometric analysis in this dissertation with the use of 
balanced panel data in order to determine the profitability and the financial 
position of banks during the period under investigation. 
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Following the introduction, the thesis continues with a review on the 
previous studies on the determinants of profitability in banking sector and a 
thorough investigation on researches examine the determinants of profitability 
during the financial crisis. The next chapter (Chapter 3) proceeds with the 
detailed explanation of the determinants selected for further analysis. Chapter 
4 presents the data and the way that are collected and in addition it 
demonstrates followed the research methodology. Afterwards, Chapter 5 
illustrates the empirical results of the analysis. Finally, this section of the thesis 
summarizes the conclusion remarks as well as any restrictions of the research 
and areas for future investigation. 
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2. Literature Review 
In this chapter there will be a discussion on the determinants of bank’s 
profitability by reviewing the prior literature about bank’s performance. In 
addition there will be a presentation of the literature regarding the financial 
crisis and how this event affects the performance of banks. 
 
The literature on financial performance of banks is quite big since it has 
been a subject of many researchers over the previous years. Early studies 
about bank profitability were conducted by Short (1979) and Bourke (1989). 
The findings on the research of Short (1979) indicates that greater the market 
power has a positive impact on bank’s profitability. On the other hand, the 
study of Bourke (1989) did not comply with the results of Short’s (1979) 
aforementioned study, but found a positive relationship between bank’s 
profitability and assets, capital ratios, liquidity ratios and interest rates. The 
aforementioned two studies are the basis for all the following studies related 
to the subject of bank’s performance. 
 
The studies about bank performance could be easily categorized into 
two main categories, namely the individual countries analysis, and the cross-
countries analysis. The first category of studies focuses the analysis on a single 
country and determines about the profitability and the performance of 
country’s banking sector. On the contrary, the second category performs an 
analysis on cross-countries, meaning that investigates the profitability and 
performance of banking sector in several countries. 
2.1. Cross-country analysis 
 
The first studies concerning the cross-countries analysis conducted 
from Short (1979), Bourke (1989) and Molyneux and Thornton (1992). Short 
(1979) conducted an analysis in sixty banks in Canada, Western Europe and 
Japan, in order to determine the relationship between the profit rates and 
concentration in the nationwide banking system of the previous countries. The 
findings indicate that, the market power has a positive influence in the bank’s 
profit rates and on the contrary the concentration has an insignificant effect in 
the reduction of profit rates. 
 
Bourke (1989) used a sample of 90 banks, in twelve countries or 
territories in order to examine the determinants of international bank 
profitability. The research findings indicate that there is a positive correlation 
between liquidity risk and bank profitability. The same outcome came as well 
as, about assets, capital adequacy and interest rates, that is positive correlated 
with bank’s profitability. As far as concern the external factors Bourke (1989), 
stated that there is a positive relationship between the bank’s profitability and 
the bank’s concentration.  
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Moving on Molyneux and Thornton (1992) examined the determinants 
of bank performance throughout eighteen European countries among the 
years 1986 and 1989. The findings indicate that European banks have a 
positive relationship between capital adequacy and bank’s profitability. 
Moreover, the same positive correlation found with profitability and interest 
rates. Furthermore, the study indicates that there is a positive relationship 
between government ownership and bank profitability, meaning that state-
owned banks tent to be more profitable rather than their competitors in the 
private sector. Finally, Molyneux and Thornton (1992), on the contrary with 
the previous studies (Short, 1979; Bourke, 1989) argued that there is an 
inverse relationship between liquidity risk and bank’s profitability.  
 
Demirgüç-Kunt and Huizinga (1999) examined the determinants of bank 
profitability and interest margins by employing a sample of 80 countries 
throughout the years 1988 to 1995. Their research differentiates from the 
previous since they incorporate determinants such as, tax variables, ownership 
variables, and financial structure, legal and institutional variables that have 
never been used in the earlier studies. The finding suggest that there is a 
positive relationship between capitalization and profitability, meaning that 
well-capitalized bank have more equity and as a result less need for external 
funding. Moreover, Demirgüç-Kunt and Huizinga (1999) stated that foreign 
banks in developing countries have higher interest margins and higher 
profitability than the domestic banks. The inverse result found out in foreign 
banks that operate in industrial countries. Finally, the research indicates that 
macroeconomic factors, such as GDP, inflation and interest rates have a 
positive impact on bank’s profitability.  
 
Abreu and Mendes (2001) conducted a research on the factors 
affecting bank interest margins and profitability. The data were collected from 
four EU countries namely Portugal, Spain, France and Germany for the years 
1986 to 1999. The outcomes of the research indicate that well-capitalized 
banks have lower bankruptcy cost which means lower funding costs and in 
accordance, higher interest margins and profitability. Moreover the study 
shows that loan-to-asset ratio has a positive relationship with profitability as 
well. On the contrary with previous researches (Barth, 1997; Demirgüç-Kunt 
and Huizinga, 1999) Abreu and Mendes (2001) report that even though 
inflation brings higher costs and as a result higher income, in this case the bank 
costs increase more than the bank revenue. 
 
 Staikouras and Wood (2004) performed a research on the 
determinants of European bank profitability. The study conducted in thirteen 
European countries and the years under investigation were 1994 to 1998. The 
results indicate that banks with higher equity-to-assets ratio tend to be more 
profitable. Moreover, it is stated that banks which depends on assets are less 
profitable than those with a large non-loan earning assets. Furthermore, in 
contrast with other researches on the determinants of European banks 
profitability this study reports that there is a positive relationship between the 
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concentration, the market share factors and the profitability of banks. Finally, 
Staikouras and Wood (2004) found that interest rates have a positive, while 
GDP growth has a negative impact on bank’s profitability. 
 
Goddard, Molyneux and Wilson (2004) performed an investigation on 
the determinants of profitability in six major European banking sectors 
(Denmark, France, Germany, Italy, Spain and UK) for the time period 1992 to 
1998. The study reports that even though in some cases there are evidence of 
a significant size-profitability relationship, the efficiency is a more significant 
determinant for determine bank profitability than the size. Moreover the off-
balance sheet (OBS) business has a positive relationship with profitability only 
in the case of the UK, and a neutral or negative relationship with the other 
countries in the sample. Furthermore, the study indicates that there is an 
unexpected relationship between capital adequacy ratio (CAR) and 
profitability, which comes in contrast with the theory of risk and return. Finally, 
the researchers argued that there is little evidence about the relationship 
between the type of ownership and the profitability. 
 
Athanasoglou, Delis and Staikouras (2006) conducted a research about 
bank-specific, industry related and macroeconomic factors, in order to 
determine about the profitability of the banks in the South Eastern European 
Region. The investigation conducted in seven countries, for the years 1998 to 
2002. The outcomes indicate that the internal factors or bank-specific 
determinants have a significant impact on profitability in the expected way, 
with only exception the liquidity, which has a negative relationship. Moreover, 
concentration is positively related with bank profitability. Finally the research 
concludes that regarding to the macroeconomic factors inflation has a positive 
impact on profitability, while the GDP per capital seems to have an insignificant 
relationship with bank’s profitability. 
 
Pasiouras and Kosmidou (2006) performed a research on the factors 
that influencing the profitability of domestic and foreign banks in the European 
Union. The study took place the years 1995 to 2001 and operated in fifteen 
European countries. The results of the study show that internal factors affect 
the profitability in both foreign and domestic banks. Moreover, equity-to-asset 
ratio seems to be the most important factor of profitability for domestic banks, 
while the cost-to-income ratio has a significant impact on the profitability of 
foreign banks. Pasiouras and Kosmidou (2006) stated that this outcome is a 
result of diseconomies of operating or monitoring an institution from a 
distance. In advance, they found that the size has a negative relationship with 
profitability for both domestic and foreign banks. Finally, the paper shows that 
the macroeconomic factors, GDP growth and inflation have a significant 
relationship with profitability but with inverse sign for foreign and domestic 
banks. 
 
Chen, Shen, Kao and Yeh (2009) conducted a research on bank liquidity 
risk and performance. The research employs twelve countries namely 
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Australia, Canada, France, Germany, Italy, Japan, Luxembourg, Netherlands, 
Switzerland, Taiwan, United Kingdom and United States, for the time period 
1994 to 2006. The findings indicate that there is a negative relationship 
between liquidity risk and bank profitability. Moreover, the research shows 
that banks with higher equity have less demand for external funding, which 
means lower banking costs and higher profitability. Conclusively, the authors 
report that in market-based countries risk and bank performance have a 
negative relationship, while in bank-based countries the performance of the 
bank remains unaffected by the liquidity risk. 
 
Borio, Gambacorta and Hofmann (2015) performed a research on the 
influence of monetary policy on bank profitability. The paper uses data of 
banks in fourteen with advanced economies for the period 1995 to 2012, and 
examines the impact of changes in the interest rate structure on all the income 
statement components, as well as on profitability. The findings indicate that 
there is a positive relationship between interest rates and bank profitability. 
Moreover, they state that higher short-term interest rates increase interest 
margins and as a result interest income and profitability. The case is different 
when the interest rates are higher, with the study shows that loan loss 
provisions display an increase and non-interest income a decrease. Finally, as 
far as concern the macroeconomic factors the study shows that the pre-crisis 
years the impact on profitability was positive, and in contrast the post-crisis 
years the impact was on profitability negative. 
 
Conclusively, Adelopo, Lloydking and Tauringana (2017) conducted a 
research on the determinants of bank profitability before, during and after the 
financial crisis. The sample of the study was consisted of 123 commercial banks 
worldwide and the period under investigation was 1999 to 2013. The results of 
the study show that internal factors affect the profitability the profitability of 
banks. Moreover, the paper indicates that the banks remain profitable even in 
the period of financial crisis. As far as concern the macroeconomic factors, the 
GDP growth had a positive relationship with bank profitability before and 
during the financial crisis, but this relationship transformed to insignificant 
after the financial crisis. Finally, the inflation and profitability have a 
relationship that changes during the different periods under investigation. 
 
2.2. Single country analysis 
 
Moving on this part of the literature review displays the researches on 
the determinants of profitability with a single country analysis. Firstly, 
Mamatzakis and Remoundos (2003) performed a study on the determinants of 
profitability of the commercial banks in Greece during the period 1989 to 2000. 
The results show that the loan-to-asset ratio has a positive relationship with 
profitability, as well as the ratio of equity-to-assets. Moreover, the paper 
indicates that there is a negative relationship between personnel expenses and 
bank profitability. In advance, the ownership status and the inflation have an 
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insignificant impact on determine bank profitability. Finally, the authors stated 
that the economies of scale have a positive impact in the size and in 
accordance to the profitability. 
 
Naceur (2003) conducted a study on the determinants of the Tunisian 
banking industry profitability, during the years 1980 to 2000. These paper 
shows that there is a positive correlation between profitability and banks with 
high capital and overheads. Moreover, the study indicates that macroeconomic 
factors have an insignificant impact on the profitability of banks. In advance, 
the researchers found a negative relationship between the factors size, 
financial structure, concentration and profitability. Finally, the study 
summarizes that the stock market development in Tunisia has a positive 
impact on the profitability of banks.  
 
Athanasoglou, Brissimis and Delis (2005) performed a research on 
bank-specific, industry-specific and macroeconomic determinants that affect 
the profitability of Greek banks in the period 1985 to 2001. The outcome 
results argue that operating costs have a negative relationship with 
profitability which indicates that bank management decisions about costs is of 
crucial importance. Moreover, credit risk has a negative impact on profitability 
of the banks. On the contrast, labor productive growth shows a positive 
correlation with profitability. The size and the ownership have an insignificant 
impact on bank performance. Concluding, the research implies that the 
macroeconomic factors have a positive impact on bank’s profitability. 
 
Kosmidou (2008) examined the determinants of bank profitability in 
Greece during the period of EU financial integration (1990-2002). The findings 
indicate that well-capitalized banks tend to be more profitable. Moreover, 
lower cost-to-income ratio points out that there is an efficient expenses 
management which leads to higher profitability. In advance, size and GDPGR 
has a positive impact on profitability. On the contrast the inflation has the 
opposite effect. Conclusively, all the industry structure factors used in the 
study have a negative relationship with bank profitability. 
 
Garcνa-Herrero, Gavila and Santabαrbara (2009) performed an analysis 
on the determinants of low profitability in Chinese banks during the years 1997 
to 2004. The research shows that well-capitalized banks and banks with higher 
deposits seem to be more profitable. Moreover, bank profitability tends to be 
higher when banking system is less concentrated. The macroeconomic factors 
used in the study affect the profitability on both ways, with inflation and real 
interest rates on loans to have a positive impact and volatility of interest rates 
to have a negative impact. Finally, the analysis highlights the negative 
relationship between government and bank profitability. 
 
Kumbirai and Wedd (2010) performed an investigation on the 
performance of commercial banks in the South Africa during the time period 
2005 to 2009. The researchers split the analysis into two period (2005-2007) 
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and (2008-2009) in order to determine about the profitability. During the first 
period (2005-2007) commercial banks in South Africa display an increase in size 
and loans portfolios. On the second period (2008-2007) the evidence indicates 
a decrease in the performance of banks due to lack of liquidity, which is a 
result of financial crisis. Although, the South African banking system as a whole 
achieved to remain stable, profitable and with adequate capital during the 
years of financial crisis due to smaller exposure to foreign currency debt. 
 
Dietrich and Wanzenried (2010) examined the determinants of bank 
profitability in Switzerland during the time period 1999 to 2009. The authors 
divide the sample into pre-crisis period (1999-2006) and crisis period (2007-
2009). The results show that efficient banks tend to display higher profitability. 
Moreover, banks with great dependence on interest income perform lower in 
accordance to profitability. The same negative impact on profitability is 
observed with funding costs. As far as concern the ownership the results 
indicate that before financial crisis there is an insignificant relationship 
between the bank’s status ownership and profitability. However, during the 
period of crisis the results show alterations with state-owned banks to display 
higher levels of profitability than private. 
 
 
Hoffmann (2011) examined the determinants of bank profitability in 
the US during 1995 to 2007. The findings of the analysis state that high capital 
ratios shows banks that operates “over-cautiously and ignores potentially 
profitable trading opportunities” (Hoffmann, 2011), which indicates lower 
profitability. Moreover, it is argued that the efficient implementation of 
technology in banks increase the profitability and not the size. Finally, deposits 
and interest expenses have a negative impact on profitability and also the 
external factors correlate with bank’s profitability. 
 
Sufian (2011) investigated the profitability in Korean banks by 
employing bank-specific and macroeconomic factors during the period 1992 to 
2003. The findings indicate that banks with multiple income sources tend to be 
more profitable, and in the same notion, the lower levels of liquidity are 
correlated with more profitable banks. On the other hand, the costs and the 
credit risk have a negative relationship with profitability. Finally, the paper 
concludes that concentration has a positive impact on profitability, while the 
Asian financial crisis deteriorates the capital adequacy and the profitability in 
Korean banking sector. 
 
Alper and Anbar (2011) performed a study on the determinants of bank 
profitability in Turkey during the years 2002 to 2010. The findings suggest that 
size and profitability has a positive relationship and also confirms the theory of 
economies of scale. Moreover, the volume of the credit portfolio as well as, 
the poor quality of assets and loans has a negative relationship with profits of 
the banks. On the contrary, the study found evidence to support that the 
diversification of the bank’s activities influences positively the profitability. As 
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far as concern, the macroeconomic factors only the real interest rate has a 
positive correlation with profitability. 
 
Trujillo-Ponce (2013) conducted a research on the determinants of 
profitability in Spanish banks during the period 1999 to 2009. The researcher 
break down the sample into commercial and savings banks, in order to analyze 
further the reasons of poor performance in savings banks. The outcome of the 
study indicates that deposits and loans are the main determinants of Spanish 
banks profitability with a significant positive impact. Moreover, well-capitalized 
banks tend to be more profitable and also the efficiency factor leads to higher 
profits. In the end, all the external variables under investigation tend to have 
an impact on profitability. 
 
Chouikh and Blagui (2017) performed an analysis on the determinants 
of profitability in Tunisian listed banks from the year 1997 to 2005. The results 
of the analysis show that the size of the Board has a negative relationship with 
the bank’s profits. Moreover, the authors argued that larger bank size has a 
positive impact on profitability. Finally, in contrast with some previous studies, 
the paper reports that private-owned banks tend to be more profitable than 
their competitors state-owned banks.   
 
At conclusion, Yao, Haris and Tariq (2018) conducted a research on the 
profitability determinants of the financial institution in Pakistan. The data were 
consisted of 28 banks and the period under investigation was 2007 to 2016. 
The results indicate that there is an invert relationship between profitability 
and bank size. Moreover, the paper reports that factors such as high solvency, 
financial structure labor, market power, operating costs and economic growth 
has a positive impact on bank profitability. On the other hand, bank 
profitability has a negative relationship with determinants such as lower credit 
quality, operational efficiency, funding costs, banking sector development, 
industry concentration and inflation. Finally, the research shows that the 
government owned banks in Pakistan are more profitable than private banks. 
 
2.3. Researches on the Financial Crisis 
 
Numerous of studies have been performed in order to determine the 
impact of financial crisis on the profitability of banks. In 2009 Xiao investigated 
the French banks in the middle of the crisis in order to determine their 
performance during the period 2006 to 2008. Moreover, the research 
examines the financial support measures that French government took. The 
findings support that the French banks even though they are affected by the 
financial crisis; they manage to perform considerably well. The reasons 
underlined behind this performance are the well diversified business cycle, the 
funding and the geographical position. Furthermore, the study argues that the 
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governmental financial measures are essential and have a positive impact on 
bank’s performance. 
 
Bolt, Haan, Hoeberichts, Oordt and Swank (2010) examined the bank 
profitability during recessions. This data were collected from seventeen 
countries during the years 1979 to 2007. The researchers stated that the long-
term interest rates from the previous years are an important factor that should 
being taken into consideration when economic growth is high. Moreover, they 
found that loan loss provisioning is the main reason foe differentiations on 
profitability throughout the countries. Furthermore, the research indicates 
that net interest income is positive correlated with bank profitability, but it is 
also affected negatively by the recession. Finally, as far as concern the 
macroeconomic factors the GDP has a positive impact on profits, but evidence 
in the period of recession highlights that for every percent of decrease in the 
GDP the ROA decreases by 0.24 percent as well. 
 
Lindblom, Olsson and Willesson (2010) tried to investigate the impact 
of financial crisis in profitability. The research took place for the Swedish banks 
and the years under examination were 2007 to 2009. The results of the 
research indicate that the issuing of guarantees from the government as well 
as the reinforcement of liquidity from the side of central bank prevent the 
Swedish bank from the risk of collapse. Moreover the study highlights that big 
commercial banks suffered from credit losses mainly in the Baltic countries. It 
also clarified that risk taken is different among the different categories of 
banks. Finally, it is stated that banks which suffer less from credit losses tend 
to not only perform better but also increase their business cycle. 
 
Rachdi (2013) performed an analysis on the determinants of 
profitability before and during the financial crisis. The researcher employed 
data from Tunisian banks from 2000 to 2010 which is the period under 
investigation. Also, he divided the sample into the pre-crisis period (2000-
2006) and during crisis (2007-2010) period in order to determine about the 
impact of financial crisis. The findings shows that in the period before crisis the 
profitability was affected positively by bank-specific and macroeconomic 
factors such as capital adequacy, liquidity, bank size and GDP growth. 
Although, cost-to-income ratio, deposits and inflation has a negative impact on 
the bank’s profits the period before crisis. The results during the financial crisis 
indicate that profitability has a positive correlation with determinants such as 
operational efficiency, deposits, GDP growth and inflation.  
 
Conclusively, Rod Erfani and Vasigh (2018) performed a research on the 
profitability of the Islamic banking sector and the impact of financial crisis. The 
period under examination was 2006 to 2013. The findings indicated that the 
Islamic banks remained unaffected from the global financial crisis. Finally, 
under the period of examination the outcomes indicated that the Islamic banks 
tend to be more efficient and solvent in comparison with the commercial 
banks. 
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 3. Determinants and variables selection 
Generally the previous literature review refers that the determinants of 
bank’s profitability can be fractionate into two main categories namely the 
internal which are those factors that are influenced by the bank’s management 
decisions and policy objectives and the external determinants which are 
affected by economic and industry conditions (Kosmidou, et al. 2006). It is also 
of major importance to mention that the variable of bank’s assets (SIZE) has 
been transformed into the natural logarithm form. This approach is followed in 
OLS for three reasons. The first one is that by transforming the variables into 
their natural logarithm the issue of heteroskedasticity is eliminated. Moreover, 
with the use of natural logarithms the problem of non-stationarity is also 
avoided and lastly the transformation provides a better fit for the outliers 
within the distribution.  
3.1. Performance Measures  
In accordance with previous studies that examined the determinants of 
bank’s profitability, the analysis will performed with the use of variables Return 
on Average Assets (ROAA), Return on Average Equity (ROAE) and Net Interest 
Margin (NIM). The first one return on average assets (ROAA) is calculated as 
net profits after tax divided by average total assets. This measure has a crucial 
importance in comparing the operating performance of banks, and the use of 
average value controls for differences that occur in assets during the fiscal year 
(Kosmidou, Pasiouras & Tanna, 2008). In addition, the variable has a 
fundamental role in comparing operational performance and efficiency 
because it takes into account returns gained from assets financed by financial 
institution (Kosmidou, et al. 2006).  
 
Another measure that is employed is the return on average equity 
(ROAE), which is defined as net income over the average shareholder’s equity. 
The average value of shareholder’s equity is used in order to capture any 
differences in the equity value during the fiscal year. This financial ratio points 
out the profitability of a financial institution or corporation by demonstrating 
the percentage by illustrating the percentage of profit that was generated 
compared shareholders invested money. The final dependent variable used as 
a measure of profitability is net interest margin (NIM) which is expressed as 
the percentage of net interest income over the total earning assets, showing 
the profitability of the bank’s interest-earning business. 
3.2. Independent Variables  
 
As stated to the prior studies on the determinants of bank’s 
performance there is a categorization of the determinants into two main 
categories namely the internal or bank-specific and the external or industry-
specific. The latter include the set of macroeconomic determinants which 
along with all the previous will be analyzed further in the following part. 
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3.2.1. Internal Determinants 
 
In this analysis six bank characteristics are used as internal 
determinants of performance and more specifically the natural logarithm of 
bank’s total assets (LNSIZE) for measuring the size of the bank, and net loans to 
total assets (LTA) as liquidity ratio. Moreover as a capital adequacy ratio the 
equity to total assets (ETA) is used, the cost to income ratio (CIR) for evaluating 
the efficiency of bank’s management, and finally loan loss reserves to gross 
loans (LOSRES), and loan loss provision to net interest revenue (LOSPROV) for 
measuring the credit risk and asset quality. 
 
Analysing further the previous ratios, starting with the first one the 
independent variable of bank’s total assets (LNSIZE), this determinant is used 
in the form of natural logarithm of bank’s total assets in order to minimize the 
scale effect as used in previous studies (Staikouras and Wood, 2004; 
Athanasoglou, Delis and Staikouras, 2006). Bank size as a determinant of 
profitability is an ambiguous variable. Many studies (e.g., Laeven, 2016; 
Flamini, 2009; Athanasoglou, 2006; Kosmidou, 2007; Molyneux & Thornton, 
1992; Bourke, 1989; Short, 1979) suggest that there is a positive relationship 
between bank size and profitability through economies of scale. Those 
asserting in favour of positive relationship imply that larger banks operate 
more efficiently with lower costs than a smaller bank. Moreover Kosmidou, 
Tanna and Pasiouras (2008) mentioned that through economies of scope, 
which results in loan and product diversification, larger banks have access to 
markets that small banks cannot insert. On the other hand many researchers 
(Berger, 1987; Boyd and Runkle, 1993) found evidence of diseconomies of 
scale meaning that there is a negative relationship between the size of the 
bank and the profitability. 
 
Continuously, net loan to total assets (LTA) is a ratio for measuring the 
liquidity. This ratio indicates how much of the total assets of the bank are tied 
up in loans. The higher this ratio indicates a bank is loaned up and its liquidity 
is low. Moreover the higher the ratio, the more risky a bank may be to higher 
defaults. There is not a clear definition between profitability and liquidity. 
Many researchers (Molyneux and Thorton, 1992; Guru et al, 1999) found that 
there is a negative correlation among liquidity risk and bank profitability. In 
advance, Staikouras and Wood (2004) reported that if the loan books of banks 
are increased rapidly, banks have to pay higher funding costs requirements 
that could lead to the reduction of bank profitability. On the contrary, a 
positive relationship is also established between bank’s profitability and 
liquidity (Bourke, 1989; Dermirguc-Kurt and Huzinga, 1999). Kosmidou and 
Pasiouras (2007) found for domestic banks a negative relationship between 
bank profitability and the level of liquid assets held by the bank, but in the case 
of foreign banks the relationship was positive. 
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The following internal determinant of profitability is equity to total 
assets (ETA) and is considered to be one of the major ratios for measuring 
capital strength. The ratio of Equity to Total Assets (ETA) is incorporated in the 
regression model as a proxy for capital adequacy. The equity-to-assets 
measures the amount of bank’s assets that are funded with shareholders 
equity. Capital adequacy refers to the sufficiency of the amount of equity to 
absorb any shocks that the bank may experience. Moreover, the higher the 
equity-to-assets ratio, the lower the need for external funding and therefore 
profitability is considered to be higher (Kosmidou, Tanna & Pasiouras, 2008; 
Berger, 1995). It also a sign that well-capitalized banks face lower costs of 
going bankrupt which indicates a reduction in their costs of funding. Thus, the 
expected relationship between equity-to-total assets and profitability is 
positive based on the empirical and theoretical literature. 
 
Consequently the next determinant is the cost to income ratio (CIR) and 
is used as a proxy for measure the efficiency of banks. Cost-to-income ratio is 
important for determining the profitability of a bank. The ratio gives a clear 
view of how efficiently the bank is being run. The calculation of the ratio is 
simply the operating expenses dividing by the operating income and is 
commonly used as an indicator of management’s ability to control costs 
(Kosmidou, Tanna & Pasiouras, 2008). Higher expenses usually mean lower 
profits and vice versa, as a result, the lower the ratio, the more profitable the 
bank should be. Thus there is an inverse relationship between the cost-to-
income ratio and the bank’s profitability. 
 
The final two ratios loan loss provision to net interest revenue 
(LOSPROV) and loan loss reserves to gross loans (LOSRES) are measures of 
credit risk and assets quality. Provision for loan losses and a bank's loan loss 
reserve signify the amount of funds that management allocates to cover 
potential losses. Roman and Sargu (2013) argued that the loan loss provisions 
to net interest revenues ratio underlines the ability of a bank to cover the 
expenses with the provisions for impaired loans from the interest that it 
collects. Moreover in the same paper they found that the lower the value of 
this indicator, the higher the quality of the assets of a bank and implicitly the 
higher the rank and the profitability. In the same notion the ratio of loan loss 
reserves to gross loans (LOSRES) is a reserve of losses expressed as a 
percentage of total loans. It measures the asset quality of the bank and 
indicates how much of the total portfolio have provided for but not written-off 
(Kosmidou, Tanna & Pasiouras, 2008; Kumbirai and Webb, 2010). A high ratio 
is an indicator for poor loan quality which as a result implies higher risk. 
However Kosmidou, Tanna and Pasiouras (2008) argued that if there is a sound 
quality of loans, a greater ratio could indicate a positive relationship between 
risk and profits, according to the risk-return hypothesis.  
3.2.2. Macroeconomic Determinants.  
In the previous section an explicit analysis about the internal 
determinants that affect the profitability of the bank took place. However, 
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there are some external macroeconomic factors that have an impact on bank’s 
profitability. Macroeconomic factors are determinants that are related to 
economic, industrial and legal environments that are out of a bank’s control 
(Ongore & Kusa, 2013). In this study three macroeconomic factors are 
included, the gross domestic product per capital growth (GDPPCGR), the 
inflation rate (INFL), and the long-term interest rate (IR) respectively. 
 
 
The gross domestic product per capital growth rate is a commonly used 
macroeconomic determinant. GDP per capital is a metric that breaks down a 
country’s GDP per person. GDP as well as GDP per capital growth rate are 
indicators of the state of the cycle of economy and are expected to have an 
impact on the demand for banks loans (Kosmidou, Tanna & Pasiouras, 2008).  
Dermirguc-Kunt and Huizinga (1998) and Bikker and Hu (2002) found a positive 
correlation between bank’s profitability and business cycle. Moreover Abreu 
(2001) argued that GDPPCGR had a positive impact on bank’s profitability. Thus 
the expected outcome from this study is a positive correlation among bank’s 
profitability and the macroeconomic factor GDPPCGR. 
 
Another macroeconomic factor that affects bank’s profitability is the 
inflation rate. The inflation rate has a significant impact on interest rates of the 
bank. There are mixed outcomes about the relationship between inflation rate 
and bank’s profitability. Many studies (Bourke, 1989; Perry, 1992; Molyneux 
and Thornton, 1992; Demirgüç-Kunt and Huizinga, 1998; Kosmidou, Tanna & 
Pasiouras, 2008; Athanasoglou, 2008) found a positive correlation between 
inflation and bank’s profitability. This positive relationship derives from the 
high levels of anticipation which means that the banks can appropriately adjust 
interest rates in order to increase revenues. On the other hand an 
unanticipated inflation could lead to an increase in costs due to wrong 
adjustments in the interest rates which means a reduction of profits and a 
negative outcome between inflation rate and bank’s profitability. 
 
The final macroeconomic factor is the long-term interest rate which is 
used as a proxy for measuring bank’s profitability. Interest rate is an important 
macroeconomic factor which has a positive correlation with country’s 
economic growth. Molyneux and Thornton, 1992, as well as Demirgüç-Kunt 
and Huizinga, 1998 found that there is a positive relationship between the 
interest rate and the performance of the bank due to a favorable economic 
environment. Moreover Staikouras and Wood (2004) stated that the interest 
rates have a positive effect on the bank’s performance. Thus the expected 
result from this study is positive. 
 
On the table below there is description of the variables used in this 
study and their relationship with bank performance. Moreover the table shows 
the expected results in accordance with all the previous studies and the 
literature review. (Table 1)  
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Table 1: Variables Description and Expected Outcome 
Variable Indicator Measurement Expected Effect
ROAA Return on Average Assets Profitability
ROAE Return on Average Equity Profitability
NIM Net Interst Margin Profitability
LNSIZE
Natural Logarithm of 
Bank's Total Assets Size
+/-
LTA Net Loans to Total Assets Liquidity Risk +/-
ETA Equity over Total Assets Capital Adequacy +
LOSRES
Loan Loss Reserves over 
Gross Loans Credit Risk
-
LOSPROV
Loan Loss Provisions over 
Net Interest Revenue Credit Risk
-
CIR Cost to Income Ratio Efficiency -
GDPPCGR
Gross Domestic Product 
Per Capital Growth Rate Macroeconomic
+
INFL Annual UK Inflation Rate Macroeconomic +/-
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4. Data and Research Methodology 
On the subsequent section there is an outlining of the way the data 
were collected and the sources from which were collected, as well as, a 
description of the regression model applied in this thesis.  
4.1. Data 
In this thesis the data were obtained from two main sources , the first 
one is the Bankscope Database of Bureau Van Dijk’s company and the second 
was the official annual reports of certain UK banks as they stated in their 
websites. As far as concern, the macroeconomic factors that are also included 
in the analysis the information was collected from the Bank of England and the 
World Bank database. 
 
In order to form the sample the banks need to meet some conditions in 
the Bankscope Database namely: Firstly they have to be active and lived banks. 
Secondly they have to be classified as commercial banks in the Bankscope 
Database. Thridly the have to be UK owned banks and the forth condition is to 
have available annual balance sheet and income statements for the period 
under investigation, which is the years between 2007 and 2018.  After the 
implementation of the aformentioned criteria and some limitations with the 
available data the final sample is consist of 32 commercial, active UK banks. 
Also this yielded to a balanced panel data for 32 commercial banks, 
constituting from 385 observations. 
 
4.2. Descriptive Statistics 
Descriptive statistics are brief descriptive coefficients that summarize a 
given data set, which can be either a representation of the entire or a sample 
of a population. Descriptive statistics are broken down into measures of 
central tendency and measures of variability (spread). These statistics will 
assist as with all the information needed about the distribution of each 
variable and as well as with how each variable behave through time. The 
results are presented in the table below (Table 2) and are expressed in their 
initial form as percentages and billions of US$ dollars respectively. 
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Table 2: Descriptive Statistics for the period 2007-2018 
ROAA ROAE NIM LNSIZE LTA ETA CIR LOSRES LOSPROV GDPPCGR INFL IR
Mean 1.04 10.40 1.97 9.97 59.97 8.68 110.07 5.52 39.00 0.51 2.19 2.74
Median 0.46 7.19 1.69 10.07 54.02 6.46 69.71 1.64 15.24 0.99 2.19 2.48
Maximum 33.85 205.93 13.46 14.69 96.20 162.54 12923.24 672.01 1757.17 2.18 3.60 5.01
Minimum -9.89 -222.50 -0.22 3.52 0.12 0.60 4.88 0.05 -578.24 -4.97 0.50 1.24
Std. Dev. 3.24 31.72 1.52 2.67 21.13 12.00 657.47 34.83 127.09 1.82 0.89 1.22
Skewness 6.07 1.10 3.49 -0.35 -0.31 9.10 19.35 18.36 8.15 -2.21 -0.44 0.48
Kurtosis 59.28 20.79 21.51 2.53 2.46 103.37 377.63 350.95 102.57 6.97 2.53 2.00
Jarque-Bera 53034.23 5141.57 6258.19 11.29 10.88 166501 2269526.00 1958639 162869.4 564.52 15.97 30.62
Observations 384 384 384 384 384 384 384 384 384 384 384 384
Descriptive Statistics
 
The table above (Table 2) is constituted from 384 observations. Starting 
with the dependent variables the first one is ROAA. The average ROAA is 1.04% 
and the median is 0.46% meaning that there are profitability differences 
among the banks in the sample. Moreover the maximum and the minimum 
prices have a great difference and also the standard deviation which is 3.24% is 
higher than the mean. The underlying reason for these great discrepancies is 
that the banks under investigation have large differences in their assets.  
 
The next dependent variable is the return on average equity (ROAE). 
The average ROAE is 10.40% which means that the banks have an average 
return of 10.40%. In advance the standard deviation is 31.72% which is greater 
than the mean again and indicates that there is a large price range among the 
banks. This is also observed by the difference between the maximum and the 
minimum which are 205.93% and -222.50% accordingly. Moving on to the NIM 
variable it is observed that the average is 1.97% which is greater than the 
ROAA. This depicts from the fact that high interest rates affect more the NIM 
than the ROAA and as a result leading to higher profits for the banks in most 
cases. The median of the NIM 1.69% is also greater for the exact same reason 
that is mentioned previously. Furthermore the maximum and the minimum 
have a major difference in between them which emphasizes the altered way 
that the banks perform.  
 
As far as concern the independent variables the net loans to total 
assets has a mean of 59.97% and standard deviation 21.13% which indicates 
differences in the approach of the business model. The next variable is ETA 
with an average of 8.68% and a standard deviation of 12.00%. The maximum is 
162.54% and minimum is 0.60% these great differences in the values 
distinguishes the well-capitalized banks over least-capitalized ones. Moreover 
cost-to-income ratio (CIR) has an average of 110.07% which is high and 
indicates some inefficiency and lack of productivity for the banks. Loan loss 
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reserves ratio has an average of 5.52% and a standard deviation of 34.83% 
which shows high variability.  
The loan loss provision (LOSPROV) has an average of 39.00% which 
quite high due to big differences in the values of the sample. Regarding to the 
macroeconomic factors the average GDP per capital growth is 0.51, the 
average inflation rate is 2.19% and the average interest rate is 2.74% which 
denoting an favorable macroeconomic environment for the banks in the UK. 
4.3. Correlation Matrix 
Continuing with the analysis, it is of highly importance to perform a 
correlation analysis in order to acquire the main idea of how the independent 
variables are correlated with each other and if there is an indication of high 
correlation that could affect the results. The following table (Table 3) presents 
the correlation between the independent variables of the sample. 
 
It is observed that the independent variables have a low degree of 
correlation that is not exceeding the absolute value of 0.30. The highlighted 
cells present the highest correlation among the variables. The highest 
correlation is observed between the inflation (INFL) and the interest rates (IR) 
which is 0.36 as well as among gross domestic product per capital growth 
(GDPPCGR) and the interest rate which in absolute values is 0.31. Finally, the 
natural logarithm of bank’s assets (LNSIZE) and the equity-to-loans ratio (ETA) 
show a negative correlation around 0.30. The low or insignificant correlation 
between the independent variables shows that there will not be any issues 
with multicollinearity in the sample. 
Table 3: Correlation Matrix for the Independent Variables 
LNSIZE LTA ETA LOSRES LOSPROV CIR GDPPCGR INFL IR
LNSIZE 1
LTA 0.080235 1
ETA -0.30855 -0.24835 1
LOSRES -0.14409 -0.16183 0.062453 1
LOSPROV 0.082163 0.029886 -0.04495 0.004149 1
CIR -0.0301 -0.0878 0.016564 0.006669 0.049406 1
GDPPCGR -0.0175 0.005223 0.061821 0.004941 -0.10284 -0.03796 1
INFL 0.009171 -0.04611 -0.05135 0.031469 0.144516 0.045035 -0.211 1
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4.4. Research Methodology 
 
This section of the thesis illustrates the implemented methodology of 
the analysis. Based on previous studies of the determinants of profitability in 
banks, it would be used a similar approach but with three dependent variables 
namely, Return on Average Assets (ROAA), Return on Average Equity (ROAE) 
and Net Interest Margin (NIM) and nine bank-specific and macroeconomic 
factors (LNSIZE, LTA, ETA, LOSRES, LOSPROV, CIR, GDPPCGR, INFL and IR) which 
had already been analyzed in depth in Chapter 3. For the performance of the 
models, panel data analysis appears to be the most suitable. All the 
calculations in the sample will be implemented with the use of EViews10, Stata 
and MS Excel. EViews10 and Stata are both statistical packages which are 
specialized in econometrics. The research will be performed by panel data 
analysis. Using panel data regression analysis, it would be easier to define the 
relationship between the selected variables, indexing observations by t (time) 
and i (bank) and to take a view for each bank at various points in time. 
 
In order to determine the profitability of UK banks and the impact of 
internal and external factors, the following regression model is employed: 
                                  
 
Where       is the dependent variable of a bank i at the time t. The 
parameter   is the constant term and      reflects the fixed effects, also the     
denotes the error term. The vectors      and       represent bank specific and 
market specific set of variables accordingly. The same linear model is 
estimated for all three dependent variables ROAA, ROAE and NIM. 
 
The extended equations of the aforementioned model are: 
1.                                                    
                                                     
 
2.                                                    
                                                     
 
3.                                                   
                                                     
 
Where i: the ith bank and t: the tth year, and 
 
ROAA: Return on Average Assets 
ROAE: Return on Average Equity 
NIM: Net Interest Margin 
LNSIZE: The Natural Logarithm of Bank’s Assets  
LTA: Net Loans to Total Assets  
ETA: Equity to Total Assets 
LOSRES: Loan Loss Reserves over Gross Loans 
LOSPROV: Loan Loss Provisions over Net 
Interest Reserves 
CIR: Cost to Income Ratio 
GDPPCGR: Gross Domestic Product per Capital 
Growth Rate 
INFL: Annual UK Inflation Rate 
IR: Long-Term Interest Rates
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Moving on with the analysis, each of the aforementioned models is 
tested in order to determine whether it is more suitable to apply fixed or 
random effect model. In order to decide which the preferred model is, 
Hausman test is performed in each of the cases. The null hypothesis (Ho) on 
Hausman test is that the random effects model is consistent and efficient, 
while the alternative hypothesis (Ha) simply indicates that the null is not true 
and thus fixed effects model is appropriate.  If the p-value is statistically 
significant, meaning that less than 5% the null hypothesis is rejected and 
random effect model is not appropriate.  In accordance to this hypothesis 
analysis the suitable model for its regression is selected. (See Appendix)     
 
Furthermore, in order to test the significance of each model (expect for 
the case of NIM which random effects is the suitable model), the Redundant 
Fixed Effects- Likelihood Ratio is performed. According to Brook (2008) the 
meaning of this ratio is to clarify the significance of use fixed effect. The results 
of this test display that the p-value is significant in both models and as a 
consequence the null hypothesis that the cross-section effects are redundant is 
rejected and a pooled sample could not be employed. (See Appendix) 
 
Performing an OLS regression with the presence of heteroskedasticity is 
pretty usual, but there is a high possibility the coefficient estimations to be 
consistent and unbiased but with biased standard errors. Implementing the 
technique of robust standard errors, in models, will obtaining unbiased 
standard errors of OLS coefficients. In order to achieve robust models we 
conduct the White cross-section coefficient covariance method.  
 
Finally, in the field of multicollinearity Brook (2008) stated that an 
inherent assumption made when performing OLS regression is that the 
explanatory variables are not correlated with each other. This relationship is 
known as orthogonal. The problem occurs when there is a high correlation 
among the explanatory variables and it is mentioned as multicollinearity. In 
order to check, for the presence of multicollinearity in the models the Variance 
Inflation Factor (VIF) has been employed. VIF displays how much the variance 
of a regression coefficient is inflated because of the existence of 
multicollinearity. The rule indicates that when VIF is 1 there is no correlation, 
between 1 and 5 they are moderately correlated and for cases exceeding 5 
there is a highly correlation. In this study the outcomes indicate that there is 
not multicollinearity among the explanatory variables. (See Appendix) 
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5. Empirical Results 
This section of the thesis demonstrates the empirical results of the 
panel data analysis. Moreover, explains the outcomes in order to determine 
about the factors that affect the profitability of commercial banks in United 
Kingdom during the period 2007 to 2018. The tables below illustrate the 
findings as they are obtained after perforing best fitted model for each of the 
depandent variables, ROAA, ROAE and NIM, respectively. 
 
5.1. Model 1 – Dependent Variable ROAA 
The Table 4 below presents the regression analysis of the first model 
with dependent variable the Return on Assets (ROAA) and all the other factors 
as explanatory variables. The appropriate model of estimation for ROAA is the 
Fixed Effects model. First of all, it can be observed that R2 which is the 
percentage of variance explained by the model is high enough, approximately 
at 57%. Moreover, the F-statistics of 11.27 displays that the regression is 
statistically significant.  
 
The variable LNSIZE has a significant negative impact with bank’s 
profitability. This negative relationship indicates that larger banks tend to have 
lower profitability. Furthermore, this finding aids previous studies which found 
economies of scale for smaller banks or diseconomies for the larger ones. In 
advance, the ratio of loan loss provisions to net interest revenue (LOSPROV) 
has a negative correlation with ROAA. The same negative relationship holds 
among the loans to asset ratio and the ROAA, which highlights that, there is 
also a negative impact on profitability from the liquidity risk. In advance, ETA 
has a strong positive correlation with ROAA which indicates that well-
capitalized banks tend to be more profitable. Moving on, credit risk has a 
positive correlation with profitability, as it is observed, by the employed ratio 
of loan loss reserves to gross loans in the analysis.  
 
On the other hand, cost to income ratio has a significant negative 
correlation with profitability when the dependent variable of the regression is 
ROAA, which underlines the importance of efficient expenses management in 
order, the UK having a stable banking sector. The variable of equity to assets 
fails to explain the dependent variable even in different levels of significance. 
 
Consequently, as far as concern, the macroeconomic factors, GDP per 
capital growth has a negative impact on profitability. The inflation rates show 
significant correlation with ROAA as it is observed in previous studies. This 
finding supports the theory that when inflation is anticipated, the banks adjust 
the interest rates, and thus, could generate more profits. Finally, interest rates 
variable has a significant positive relationship with bank’s profitability, which is 
an indication of a diversification of the banking products.  
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Table 4. Regression Analysis: Dependent Variable ROAA 
 
Note. ***, ** and * denote significance 1%,5% and 10% levels, respectively. 
5.2. Model 2 – Dependent Variable ROAE 
The following table (Table 5) has as dependent variable the return on 
equity (ROAE) and again all the other variables as explained indicators. In 
accordance, with the previous analysis, the most suitable model for the 
regression is the Fixed Effect Model. In this case R2 is 53%, a little lower than 
the previous model but again quite high, and the F-statistics is 11.27. Both 
factors indicate a statistically significant regression. 
 
Similarly, with the previous analysis, in this model the variable of bank’s 
assets (LNSIZE) has a significant negative relationship with the bank profits. In 
advance, the ratio of equity to assets is positively correlated with the bank 
profitability. Again in this model the ETA ratio has a significantly positive 
impact on the profitability. From the credit risk side LOSPROV has again a 
negative correlation with ROAE and as a result with profitability. Furthermore, 
in this model LOSRES fails to explain the dependent variable. The internal 
determinant of cost to income ratio has again as expected, a negative impact 
on the banking profitability. 
 
Moving on to the macroeconomic factors, the interest rate and the 
inflation have a strong and significant positive correlation with the dependent 
variable of the model (ROAE). The case on the other hand, is not the same the 
explanatory variable of the GDP per capital growth which has a negative 




VARIABLES COEFFICIENT  
STD. 
ERROR p-value 
LNSIZE -0.6204329 0.1145578 0.000** 
LTA -0.0510808 0.0098327 0.000** 
ETA 0.0410198 0.0098327 0.0126** 
LOSRES 0.0004075 0.0036064 0.0393** 
LOSPROV -0.0031135 0.0009876 0.006** 
CIR -0.0004496 0.0001872 0.019** 
GDPPCGR -0.0331986 0.0684265 0.0399** 
INFL 0.123706 0.1450389 0.0215** 
IR 0.4625361 0.1102192 0.000** 
constant  8.738548 1.338758 0.000** 
 R^2 57.45%     
Prob. (F) 0.0000     
F-stat 11.27     
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Note. ***, ** and * denote significance 1%,5% and 10% levels, respectively. 
 
 
 5.3. Model 3 – Dependent Variable NIM 
 
The final Model (Table 6) has as dependent variable the net 
interest margin (NIM). In this case, after performing all the necessary tests, it is 
concluding that the most appropriate model to regress is the Random Effect 
Model. The results on the Table 6 display that the R2 is 24.43% which is the 
percentage of the variance explained by the model, is not the optimal but, it is 
adequate in order to proceed with the regression. Moreover, the F-statistics 
with a value of 13.29 indicates that the regression will be statistically 
significant.  
 
In accordance with the variables, it can be observed that the 
variable of LNSIZE which indicates the bank’s size has again negative 
relationship with the banking performance. It also can be observed, that in this 
model the equity to asset ratio fails to explain the dependent variable and thus 
indicates that there is no correlation with profitability. In contrast with the 
previous models, loans to assets ratio show a positive correlation with NIM 
which indicates better banking performance. Additionally, LOSRES and ETA 
have an insignificant impact on the performance of the banks. The bank-
specific ratio of cost-to- income has a positive relationship with NIM, which 




VARIABLES COEFFICIENT  
STD. 
ERROR p-value 
LNSIZE -10.01739 2.243778 0.000** 
LTA -0.5487636 0.1161247 0.000*** 
ETA 0.416443 0.1236612 0.000** 
LOSRES 0.0158348 0.0362713 0.663 
LOSPROV -0.0248735 0.0099833 0.013* 
CIR -0.0042474 0.0018793 0.024** 
GDPPCGR -0.536039 0.6846045 0.000** 
INFL -0.0273896 1.450677 0.985 
IR 5.133822 1.101926 0.000*** 
constant  127.5713 22.13668 0.000** 
R^2 53.00%     
Prob. (F) 0.0000     
F-stat 11.27     
  -31- 
 
As far as concern, the macroeconomic factors of the model, in this 
case GDP per capital growth has a significant positive impact on profitability. 
This relationship confirms the hypothesis that there is positive linkage between 
the growth and the financial sector. On the other hand, the inflation and the 
interest rate have a negative correlation with the NIM and as a result with the 
performance of banks. 
 
Table 6. Regression Analysis: Dependent Variable ROAE 
NIM (RE) 
INDEPENDENT 
VARIABLES COEFFICIENT  
STD. 
ERROR p-value 
LNSIZE -0.09753 0.076888 0.052** 
LTA 0.028777 0.003996 0.0000** 
ETA 0.001823 0.005935 0.7589 
LOSRES -0.0005832 0.000856 0.496** 
LOSPROV -0.0003256 0.000164 0.0485*** 
CIR 0.0000386 0.0000186 0.0383*** 
GDPPCGR 0.0153298 0.006304 0.0155** 
INFL -0.1187067 0.036735 0.0013** 
IR -0.0695401 0.028965 0.0168** 
constant  1.860977 0.773828 0.0167*** 
R^2 24.23%     
Prob. (F) 0.0000     
F-stat 13.29     
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6. Conclusions 
6.1. Concluding Remarks 
 
This analysis performed in order to examines the determinants of bank 
profitability in the years 2007 to 2018. Thus, a set of internal (bank-specific) 
and external, macroeconomics factors are employed. Moreover the measures 
of the profitability are ROAA, ROAE and NIM, in accordance with the existing 
literature. 
 
The research conducted with the use of panel data for the time period 
of twelve years and three different regression models were performed for 
each of the different measures of profitability. In general it could be assumed 
that the the results of the research are in line with those expected, as well as 
with the prior literture review on the topic of the bank performance and 
profitability. 
 
The findings of the analysis indicate that the size of the banks has a 
negative role in the profitability due to the existance of economies of scale for 
the smaller banks, and diseconomies for the larger. In the field of liquidity the 
impact is not being clear and depending on the measure of profitability. More 
precisely, liquidity is negatively with ROAA and ROAE and positevely with NIM. 
Moreover, the capital ratio ETA has a positive correlation with ROAA and ROAE 
and a negative with NIM. This results, highlights the importance of adequate 
equity in the banking cycle. As it is observed in previous studies well-
capitalized banks tend to be more profitable since they  have lower bankruptcy 
cost which means lower funding costs. On the contrary, credit risk and 
especially LOSRES has a positive correlation with ROAA, but with ROAE and 
NIM the relationship obtains an inverse sign. In addition, the other variable of 
credit risk which is employed in this model LOSPROV holds a negative impact 
with all the measurements of profitability. The efficiency indicator cost-to-
income has negative relationship with ROAA and ROAE, which displays the 
importance of th cost efficiency management in the UK’s banking sector. In the 
case of NIM the relationship is positive but slightly insignificant.  
 
Additionaly, as far as concern the external macroeconomic factors the 
sign of GDP per capital growth varys and depends on the measurements of 
profitability. Especially GDP per capital growth has a negative correlation with 
ROAA which is an indicator that maybe the bank operates in a country with 
competitive interest and profit margins. However, GDP per capital growth has 
a positive sign in the model of NIM, meaning that the growth affects 
favourably the performance of the banks. Interest rate on the contrary, 
correlates positively with ROAA and ROAE but not with NIM. Moreover, 
regarding the inflation it is observed a strong positive correlation with ROAA, 
which is an indicator that when inflation is anticipated, the banks manage to 
reform the interest rates, in order to generate more profits   Generally it could 
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be assumed that the macroeconomic factors affects the profitability of the 
modern banking sector. 
6.1. Limitations and Further Reasearch 
During this thesis, there were some limitations that should be testified. 
The lack of observations in some banks for the period under investigation, 
leads to exclusion from the sample. This elimination decreased the 
representative piece of examination and resulted in a not as wide sample that 
had limited the analysis in the specific topic. Moreover, regarding the sample 
selection some banks have extremely high figures of profitability that may 
influence the total results of the descriptive statistics and regression analysis. 
These outliers can lead to evasive results and wrong interpretation. Ultimately, 
to overcome those limitations, further researches on the subject could 
incorporate industry-specific variables. Moreover, an expansion on the time 
span could enhance the research results. Similarly, a research could 
incorporate an investigation on the impact of the recent UK’s decision to leave 
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Cross-section random 0.0011 27.65 
 





Cross-section random     
 





Cross-section random 8.11 0.5228 
 
Table 10: Redundant Fixed Effects Tests ROAA 
Redundant Fixed Effects Tests 
Test cross-section fixed effects 
Effects Test Statistics d.f Prob. 
Cross-section F 9.417371 
-
31.343 0.0000 
Cross-section Chi-Square 236.466322 31 0.0000 
 
  
   
  -39- 
 
Table 11: Redundant Fixed Effects Tests ROAE 
Redundant Fixed Effects Tests 
Test cross-section fixed effects 
Effects Test Statistics d.f Prob. 
Cross-section F 8.541177 
-
31.343 0.0000 
Cross-section Chi-Square 219.677464 31 0.0000 
 
Table 12: Variance Inflator Factor 
Variable  VIF    
IR 1.29 
ETA  1.21 
INFL 1.19 
LNSIZE 1.14 
GDPPCGR 1.13 
LTA 1.11 
LOSRES 1.05 
LOSPROV 1.04 
CIR 1.02 
 
